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• Where does Turkey stand in terms of financial
misbalances as compared to recent EU
candidates ?

• What are the strengths and the weaknesses in
a country risk perspective ?

• Present a photograph of the financial situation
of Turkey now as compared to some major EU
candidates when they started their
negotiations (Poland, Czech Rep and Hungary
in 1998, Romania in 2000)



1 – Fighting inflation : the level is not so high1 – Fighting inflation : the level is not so high
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and the dynamic is encouraging…and the dynamic is encouraging…



2 – the burden of public finance

General Government balance / GDP
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• But the primary surplus is impressive (5 to 6
% of GDP in 2003)

• Problems come from interest payments (16 %
of GDP) ; the level of interest rates depend on
market confidence

• IMF program + prospect of EU convergence
can help confidence

• But is it enough ?



The stock of public debt is too heavy

Public Debt / GDP
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3 – External debt is a middle term challenge
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Turkey is still dependent on foreign financing

Debt service / Exports

0%

10%

20%

30%

40%

50%

60%

70%

HUNGARY CZECH
REPUBLIC

POLAND ROMANIA TURKEY



• The main problem is the bulk of « market
debt »

• Hungary and Poland in the 1990’s had to deal
with a « Paris Club debt ». The structure of the
Turkish debt is different, more focused on
market instruments : there is no institutional
mechanism to deal with that type of debt.

• The weight of the market debt will be a
challenge for the EU. Turkish ext. debt
servicing on Eurobonds will become important
in 2008



4 – Banking reform is going forward
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• Public debt instruments = 40 % of banks’
assets

• with decreasing interest rates, banks have to
find new source of profits such as credit to the
real economy

• The weight of «connected lending », foreign
currency deposits level (50 bns dollars) and
deposit insurance scheme are the main issues



! In many areas, Turkey’s financial situation is
no different from many previous candidates

! The key issue remains the public debt and the
weight of market financing

! This specific (and somewhat new for the EU)
challenge has to be dealt with prior to
negotiations.


